




























































































































































































































































































































































































































































































































































































































































































The Company’s results of operations and cash flows include the UAM Medicare Part D Business beginning on April 29, 2011.
In addition to the 2011 acquisition discussed above, there were two immaterial acquisitions during 2012,
4  Discontinued Operations

On November 1, 2011, the Company sold its TheraCom, L.L.C. ("TheraCom™) subsidiary to AmerisourceBergen Corporation for $250 million, plus a
working capital adjustment of $7 million which the Company received in March 2012, TheraCom is a provider of commercialization support scrvices
to the biotech and pharmaccutical industries. The TheraCom business had historically been part of the Company’s Pharmacy Services Segment.
The results of the TheraCom business are presented as discontinued operations and have been excluded from both continuing operations and
segment results for all periods presented.

In conncction with certain business dispositions completed between 1991 and 1997, the Company retained guarantees on store lease obligations
for a number of former subsidiaries, including Linens “n Things which filed for bankruptcy in 2008. The Company’s income (loss) from
discontinued operations includes lease-related costs which the Company belicves it will likely be required to satisfy pursuant to its Linens "n
Things lease guarantees.
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Below is a summary of the results of discontinued operations:

Year Ended
December 31,

In_millions 2012 2011 2010

Net revenues of TheraCom $i — 5 650 $ 635
Income from operations of TheraCom $ — 8 18 8§ 28
Gain on disposal of TheraCom —_ 53 —
Loss on disposal of Linens ‘n Things (12) )] (24)
Income tax benefit (provision) S (95) (2)
Income (foss) from discontinued operations, net of tax $ (7) $ 3L 3 2

5  Goodwili and Other Intangibles

Goodwill and other indefinitely-lived assets are not amortized, but are subject to annual impairment reviews, or more frequent reviews if events or
circumstances indicate impairment may exist.

When cvaluating goodwill for potential impairment, the Company first compares the fair value of its two reporting units, the PSS and RPS,; to their
respective carrying amounts. The Company estimates the fair value of its reporting units using a combination of a future discounted cash flow
valuation model and a comparable market transaction modecl. If the estimated fair value of the reporting unit is less than its carrying amount, an
impairment loss calculation is preparcd. The impairment loss calculation compares the implied fair value of a reporting unit’s goodwill with the
carrying amount of its goodwill. If the carrying amount of the goodwill exceeds the implied fair value, an impairment loss is recognized in an
amount equal to the excess. During the third quarter of 2012, the Company performed its required annual goodwill impairment tests. The Company
concluded there were no goodwill impairments as of the testing date. The carrying amount of goodwill was $26.4 billion and $26.5 billion as of
December 31, 2012 and 201 1, respectively (sec Note 14 for a breakdown of Goodwill by segment). The $63 million decrease in goodwill in 2012 was
duc to the finalization of the assessment of the fair value of asscts acquired and liabilities assumed in the 2011 acquisition of the UAM Medicare
Part D Business which decreased goodwill by $44 million, the realization of tax benefits associated with replacement stock options issued in a 2007
acquisition which decreased goodwill by $11 million, certain balance sheet adjustments to land and close store reserves related to acquisitions in
previous years which decreased goodwill by $52 million, partially offset by a $44 million increase in goodwill associated with two immaterial
acquisitions in 2012. These changes to goodwill affected both the PSS and RPS.

Indefinitely-lived intangible assets are tested for impairment by comparing the estimated fair value of the asset to its carrying value. The Company
cstimates the fair value of its indefinitely-lived trademark using the relief from royalty method under the income approach. If the carrying value of
the asset exceeds its estimated fair value, an impairment loss is recognized and the asset is written down to its estimated fair value. During the third
quarter of 2012, the Company performed its annual impairment test of the indefinitely-lived trademark and concluded there was no impairment as of
the testing date. The carrying amount of its indefinitely-lived trademark was $6.4 billion as of December 31, 2012 and 2011.

The Company amortizes intangible assets with finite lives over the estimated useful lives of the respective assets, which have a weighted average
uscful life of 13.4 years. The weighted average useful lives of the Company’s customer contracts and relationships and covenants not to compete
are 12.9 years. The weighted average lives of the Company’s favorable leases and other intangible assets are 17.3 years. Amortization expense for
intangible assets totaled $486 million, $452 million and $427 million in 2012, 2011 and 2010, respectively. The anticipated annual amortization
expense for these intangible assets for the next five years is $454 million in 2013, $420 million in 2014, $392 million in 2015, $364 million in 2016 and
$341 million in 2017,
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The following table is a summary of the Company’s intangible asscts as of December 3 1:

2012 2011
Gross Net Gross Net

Carrying Accumulated Carrying Carrying Accumulated Carrying

In millions Amount Amortization Amount Amount Amortization Amount
Trademark (indefinitely-lived) S 6398 § — & 6,398 § 6,398 § — $ 6,398

Customer contracts and relationships and

covenants not to compete 5,745 (2.812) 2,933 5,427 (2.386) 3,041
Favorablc Icases and other 802 (380) 422 769 (339) 430
S 12945  § (3.192) S 9753 § 12,594 § (2.725) S 9.869

6  Sharc Repurchase Programs

On September 19, 2012, the Company’s Board of Directors authorized a new share repurchase program for up to $6.0 billion of outstanding
common stock (the 2012 Repurchase Program™). The share repurchasc authorization, which was cffective immediately, permits the Company to
cffect repurchases from time to time through a combination of open market repurchases, privately negotiated transactions. accclerated share
repurchase transactions, and/or other derivative transactions. The 2012 Repurchase Program may be modified or terminated by the Board of
Dircctors at any time.

On August 23, 2011, the Company’s Board of Directors authorized a share repurchase program for up to $4.0 billion of outstanding common stock
(the 2011 Repurchase Program™). The share repurchasc authorization, which was effective immediatcly, permitted the Company to cffect
repurchases from time to time through a combination of open market repurchases, privately ncgotiated transactions. accelerated share repurchase
transactions, and/or other derivative transactions.

Pursuant to the authorizations under the 2011 and 2012 Repurchase Programs, on September 19, 2012, the Company entered into a $1.2 billion fixed
dollar accelerated share repurchase ("ASR™) agreement with Barclays Bank PLC (“Barclays”). Upon payment of the $1.2 billion purchase price on
September 20, 2012, the Company received a number of shares of its common stock equal to 50% of the $1.2 billion notional amount of the ASR
agreement or approximately 12.6 million shares at a price of $47.71 per share. The Company received approximately 13.0 million shares of common
stock on November 16, 2012 at an average price of $46.96 per share, representing the remaining 50% of the $1.2 billion notional amount of the ASR
agreement and thereby concluding the agreement. The total of 25.6 million shares of common stock delivered to the Company by Barclays over the
term of the ASR agreement were placed into treasury stock.

Pursuant to the authorization under the 2011 Repurchase Program, on August 24, 2011, the Company entered into a $1.0 billion fixed dollar ASR
agreement with Barclays. The ASR agreement contained provisions that establish the minimum and maximum number of shares to be repurchased
during its term. Pursuant to the ASR agreement, on August 25, 2011, the Company paid $1.0 billion to Barclays in exchange for Barclays delivering
20.3 million shares of common stock to the Company. On September 16, 2011, upon establishment of the minimum number of shares to be
repurchascd, Barclays delivered an additional 5.4 million shares of common stock to the Company. At the conclusion of the transaction on
Dceember 28, 2011, Barclays delivered a final installment of 1.6 million shares of common stock on December 29, 201 1. The aggregate 27.3 million
shares of common stock delivered to the Company by Barclays, were placed into treasury stock. This represented all the repurchases that occurred
during the year ended December 31, 2011 under the 2011 Repurchase Program.

During the year ended December 31, 2012, the Company repurchased an aggregate of 95.0 million shares of common stock for approximately $4.3
billion under the 2012 and 2011 Repurchase Programs, which includes shares received from the ASR described above. As of December 31, 2012,
the 2011 Repurchase Program was complete and there remained approximately $4.7 billion available for future repurchases under the 2012
Repurchase Program.

On Junc 14, 2010, our Board of Directors authorized a share repurchase program for up to $2.0 billion of our outstanding common stock (the 2010
Repurchase Program™). During the year ended December 31, 2011, the Company repurchased an aggregate of 56.4 million shares of common stock
for approximately $2.0 billion, completing the 2010 Repurchase Program, which included shares received from the ASR described above.

On November 4, 2009, our Board of Dircctors authorized a share repurchase program for up to $2.0 billion of our outstanding common stock (the
*2009 Repurchase Program™). During 2010, the Company repurchased 42.4 million shares of common stock for approximately $1.5 billion,

completing the 2009 Repurchase Program.
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7 Borrowing and Credit Agreements
The following table is a summary of the Company’s borrowings as of December 31:

In millions 2012 2011
Commercial paper S 690 § 750




4.875% senior notes due 2014 550 550

3.25% scnior notes due 2015 550 550
6.125% scnior notes due 2016 421 700
5.75% senior notes due 2017 1,310 1,750
6.6% scnior notes duc 2019 394 1,000
4.75% senior notes due 2020 450 450
4.125% senior notes due 2021 550 550
6.25% senior notes due 2027 1,000 1,000
Trust Preferred Sccurities — 50
6.125% senior notes due 2039 1,500 1,500
5.75% scnior notes due 2041 950 950
Enhanced Capital Advantage Preferred Securities due 2062(1) 41 42
2.75% scnior notes due 2022 1,250 —
Mortgage notes payable i 1 4
Capital lcasc obligations 171 168
) 9,828 10,014
Less:
Short-term debt (commercial paper) (690) (750)
Current portion of long-tcrm debt (5 (56)
S 9,133 8 9,208

(I) The Enhanced Capital Advantage Preferred Securitics ("ECAPS™) had a stated rate of interest of 6.302% through June 1, 2012, at which time
the rate converted to a variable rate which was 2.59% at December 31, 2012.

The Company had $690 million of commercial paper outstanding as of December 31, 2012. In connection with its commercial paper program, the
Company maintains a $1.0 billion, threc-ycar unsecured back-up credit facility. which expires on May 27, 2013, a $1.25 billion, four-year unsecured
back-up credit facility, which expires on May 12, 2015, and a $1.25 billion, five-ycar unsecured back-up credit facility, which expires on February 17,
2017. The credit facilities allow for borrowings at various rates that are dependent, in part, on the Company’s public debt ratings and require the
Company to pay a weighted average quarterly facility fee of approximately 0.05%. regardless of usage. As of December 31, 2012, there were no
borrowings outstanding under the back-up credit facilitics. The weighted average interest rate for short-term debt was 0.35% as of December 31,
2012 and 0.37% as of December 31, 2011.

On November 26, 2012, the Company issued $1.25 billion of 2.75% unsecured scnior notes duc December 1, 2022 (the 2012 Notes™) for total
proceeds of approximately $1.24 billion, net of discounts and underwriting fees. The 2012 Notes pay interest semi-annually and may be redeemed,
in wholc at any time, or in part from time to time, at the Company’s option at a defined redemption price plus accrued and unpaid interest to the
redemption date. The net proceeds of the 2012 Notes were used for gencral corporate purposes and to repay certain corporate debt.

On November 26, 2012, the Company announced tender offers for any and all of the 6.6% Senior Notes due 2019, and up to a maximum amount of
the 6.125% Senior Notes due 2016 and 5.75% Senior Notes due 2017, for up to an aggregate principal amount of $1.0 billion. In December 2012, the
Company increased the aggregate principal amount of the tender offers to $1.325 billion and completed the repurchase for the maximum amount.
The Company paid a premium of $332 million in excess of the debt principal in connection with the tender offers, wrote off $13 million of
unamortized deferred financing costs and incurred $3 million in fecs, for a total loss on the early extinguishment of debt of $348 million. The loss
was recorded in income from continuing operations on the consolidated statement of income.

In connection with the Company s acquisition of the UAM Medicare Part D Business in April 2011, the Company assumed $110 million of long-
term debt in the form of Trust Preferred Securities that mature through 2037, During the years ended December 31, 2012 and 2011, the Company
repaid $50 million and $60 million. respectively, of the Trust Preferred Securities at par.
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On May 12, 2011, the Company issued $550 million of 4.125% unsecured senior notes due May 15, 2021 and issued $950 million of 5.75%
unsccurcd senior notes due May 15, 2041 (collectively, the “2011 Notes”) for total proceeds of approximately $1.5 billion, net of discounts and
underwriting fees. The 2011 Notes pay interest semi-annually and may be redeemed, in whole at any time, or in part from time to time, at the
Company’s option at a defined redemption price plus accrued and unpaid interest to the redemption date. The net proceeds of the 2011 Notes were
uscd to repay commercial paper borrowings and certain other corporate debt, and were used for general corporate purposes.

In December 2011 and July 2012, the Company repurchascd $958 million and $1 million of the principal amount of its ECAPS at par. The fees and
write-off of deferred issuance costs associated with the early extinguishment of the ECAPS were de minimis. The remaining $41 million of
outstanding ECAPS at December 31, 2012 are duc in 2062, The ECAPS pay interest semi-annually and may be redeemed at any time, in wholc or in
part at a defined redemption price plus accrued interest.

On May 13, 2010, thc Company issued $550 miltion of 3.25% unsecured senior notes due May 18, 2015 and issucd $450 million of 4.75% unsccured
scnior notes duc May 18, 2020 (collectively, the 2010 Notes™) for total procceds of $991 million, which was net of discounts and underwriting
fees. The 2010 Notes pay interest semi-annually and may be redeemed, in whole at any time, or in part from time to time, at the Company’s option at



a defined redemption price plus accrued and unpaid interest to the redemption date. The net proceeds of the 2010 Notes were used to repay a
portion of the Company’s outstanding commercial paper borrowings and certain other corporate debt, and were used for general corporate
purposcs.

The credit facilitics. back-up credit facilities, unsecured senior notes and ECAPS contain customary restrictive financial and operating covenants.
The covenants do not materially affect the Company’s financial or operating flexibility.

The aggregate maturities of long-term debt for cach of the five years subsequent to December 31, 2012 are $5 million in 2013, $555 million in 2014,
$556 million in 2015, $427 million in 2016, and $1.3 billion in 2017.

8 Leascs

The Company Ieases most of its retail and mail order locations, ten of its distribution centers and certain corporate offices under non-cancelable
operating leases, typically with initial terms of 15 to 25 years and with options that permit renewals for additional periods. The Company also
lcases certain equipment and other assets under noncancelable operating leascs, typically with initial terms of 3 to 10 years. Minimum rent is
expensed on a straight-line basis over the term of the lecase. In addition to minimum rental payments, certain leases require additional payments
based on sales volume. as well as reimbursement for real estate taxes, common arca maintenance and insurance, which are expensed when incurred.

The following table is a summary of the Company’s net rental expense for operating leascs for the respective years:

In millions 2012 2011 2010
Minimum rentals g 2,165 § 2,087 S 2,001
Contingent rentals 48 49 53
2,213 2,136 2,054
Less: sublease income (20) (19) (19)
S 2,193 S 2117 § 2,035,
4]
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The following table is a summary of the future minimum lease payments under capital and operating leasces as of December 31, 2012:

Capital Operating
In millions Lcases Leases(1)
2013 S 20§ 2,261
2014 ) 21 2,078
2015 21 2,019
2016 21 1,944
2017 . 21 1,858
Thereafter 232 17,436
Total future lease payments ; 336 3 27,596
Less: imputed interest (165)
Present value of capital lease obligations 3 171

(1) Futurc operating lease payments have not been reduced by minimum sublease rentals of $263 million due in the future under noncancelable
subleascs.

The Company finances a portion of its storc development program through sale-leascback transactions. The properties are generally sold at net
book value, which generally approximates fair value, and the resulting leases qualify and are accounted for as operating leases. The operating
lcases that resulted from these transactions arc included in the above table. The Company does not have any retained or contingent interests in
the stores and doces not provide any guarantees. other than a guarantee of lease payments, in connection with the sale-lcascback transactions.
Procceds from sale-leaseback transactions totaled $529 million in 2012, $592 million in 2011 and $507 million in 2010.

9  Medicare Part D

The Company offers Medicare Part D benefits through SilverScript and Pennsylvania Life, which have contracted with CMS to be a PDP and,
pursuant to the Medicare Prescription Drug. Improvement and Modernization Act of 2003 (“MMA™), must be risk-bearirig entities regulated under
state insurance laws or similar statutes.

SilverScript and Pennsylvania Life are licensed domestic insurance companies under the applicable laws and regulations. Pursuant to thesc laws
and regulations. SilverScript and Pennsylvania Life must file quarterly and annual reports with the National Association of Insurance
Commissioners ("NAIC™) and certain state regulators, must maintain certain minimum amounts of capital and surplus under a formula established
by the NAIC and must, in certain circumstances. request and receive the approval of certain state regulators before making dividend payments or
other capital distributions to the Company. The Company does not believe these limitations on dividends and distributions matertally impact its
financial position.



The Company has recorded estimates of various assets and liabilitics arising from its participation in the Medicare Part D program based on
information in its claims management and enrollment systems. Significant estimates arising from its participation in this program include:

(i) estimates of low-income cost subsidy and reinsurance amounts ultimately payable to or receivable from CMS based on a detailed claims
reconciliation that will occur in the following year; (ii) an estimatc of amounts receivable from or payable to CMS under a risk-sharing feature of the
Medicare Part D program design, referred to as the risk corridor and (iii) estimates for claims that have been reported and are in the process of
being paid or contested and for our estimate of claims that have been incurred but have not yet been reported.
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10 Pension Plans and Other Postretirement Benefits
Defined Contribution Plans

The Company sponsors voluntary 401 (k) savings plans that cover substantially all employees who mect plan cligibility requirements. The
Company makes matching contributions consistent with the provisions of the plans.

At the participant’s option, account balances, including the Company’s matching contribution. can be moved without restriction among various
investiment options, including the Company’s common stock. The Company also maintains a nonqualified, unfunded Deferred Compensation Plan
for certain key employees. This plan provides participants the opportunity to defer portions of their eligible compensation and receive matching
contributions cquivalent to what they could have received under the CVS Caremark 401(k) Plan absent certain restrictions and limitations under the
Internal Revenue Code. The Company’s contributions under the above defined contribution plans were $199 million, $187 million and $186 million
in 2012, 2011 and 2010, respectively.

Other Postretirement Benefits

The Company provides postretirement health care and life insurance benefits to certain retirees who meet eligibility requirements. The Company’s
funding policy is generally to pay covered expenses as they are incurred. For retiree medical plan accounting, the Company reviews external data
and its own historical trends for health care costs to determine the health carc cost trend rates. As of December 31, 2012 and 2011, the Company’s
postretirement medical plans have an accumulated postretirement benefit obligation of $16 million and $17 million. respectively. Net periodic
benefit costs related to these postretirement medical plans were approximately $1 million for 2012, 2011 and 2010.

Pursuant to various labor agreements, the Company also contributes to multicmployer health and welfare plans that cover union-represented
employees. The plans provide postretirement health care and life insurance benefits to certain employees who meet eligibility requirements. Total
Company contributions to multiemployer health and welfare plans were $50 million, $47 million and $46 million in 2012, 2011 and 2010, respectively.

Pension Plans

The Company sponsors nine defined benefit pension plans that cover certain full-time employees. Three of the plans are tax-qualified plans that
are fundcd bascd on actuarial calculations and applicable federal laws and regulations. The other six plans are unfunded nonqualified
supplemental retirement plans. All of the plans were frozen in prior periods, except two of the nonqualified plans.

As of December 31, 2012, the Company’s pension plans had a projected benefit obligation of $758 million and plan assets of $527 million. As of
December 31, 2011, the Company’s pension plans had a projected benefit obligation of $685 million and plan assets of $463 million. Actual return
on plan assets was $62 million and $37 million in 2012 and 20( [, respectively. Net periodic pension costs related to these pension plans were $31
million, $49 million and $36 million in 2012, 2011 and 2010, respectively. The net periodic pension costs for 2012 include a curtailment loss of $2
million. The net periodic pension costs for 2011 and 2010 includes settlement losses of $25 million and $12 million, respectively, due to the impact
of lump sum payouts.

The discount rate is determinced by examining the current yields observed on the measurement date of fixed-interest, high quality investments
expected to be available during the period to maturity of the related benefits on a plan by plan basis. The discount rate for the plans was 4.0% in
2012 and 4.75% in 2011. The expected long-term rate of return on plan assets is determined by using the plan’s target allocation and historical
returns for each assct class on a plan by plan basis. The expected long-term rate of return for all plans was 7.25% in 2012, 2011 and 2010.

Historically, the Company used an investment strategy, which emphasized cquities in order to produce higher expected returns, and in the long
run, lower cxpected expense and cash contribution requirements. The qualified pension plan asset allocation targets are 50% equity and 50% fixed
income.

As of December 31, 2012, the Company’s qualified definced benefit pension plan assets consisted of 50% equity, 48% fixed income, and 2% moncy
markct securitics of which 84% were classified as Level | and 16% as Level 2 in the fair value hierarchy. The Company’s qualified defined benefit
pension plan asscts as of December 31, 2011 consisted of 47% cquity 51% fixed income, and 2% money market sccurities of which 82% were
classified as Level 1 and 18% as Level 2 in the fair value hierarchy.

The Company contributed $36 million, $92 million and $65 million to the pension plans during 2012, 2011 and 2010, respectively. The Company
plans to make approximately $33 million in contributions to the pension plans during 201 3.
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The Company also contributes to a number of multiemployer pension plans under the terms of collective-bargaining agrecements that cover its
union-represented employcees. The risks of participating in these multicmployer plans arc different from single-employer pension plans in the
following aspects: (i) assets contributed to the multiemployer plan by one employcr may be used to provide benefits to employces of other
participating cmployers, (ii) if a participating employer stops contributing to the plan. the unfunded obligations of the plan may be borne by the
remaining participating employers, and (iii) if the Company chooscs to stop participating in some of its multiemployer plans, the Company may be
required to pay those plans an amount based on the underfunded status of the plan, referred to as a withdrawal liability.

None of the multicmployer pension plans the Company participatces in are individually significant to the Company. Total Company contributions to
multicmployer pension plans were $12 million, $11 million and $12 million in 2012, 2011 and 2010, respectively.

11 Stock Incentive Plans

Stock-based compensation expense is measured at the grant date based on the fair value of the award and is recognized as expense over the
applicable requisite service period of the stock award (generally three to five years) using the straight-line method. Stock-based compensation
costs are included in selling, general and administrative cxpenscs.

Compensation expense related to stock options, which includes the 2007 Employee Stock Purchase Plan (the 2007 ESPP”) totaled $102 million,
$112 million and $127 million for 2012, 2011 and 2010, respectively. The recognized tax benefit was $33 million, $38 million and $42 million for 2012,
2011 and 2010, respectively. Compensation expense related to restricted stock awards totaled $30 million, $21 million and $23 million for 2012, 2011
and 2010, respectively.

The 2007 ESPP provides for the purchase of up to 15 million shares of common stock. Under the 2007 ESPP, eligiblec employces may purchasc
common stock at the end of each six month offering period at a purchase price equal to 85% of the lower of the fair market value on the first day or
the last day of the offering period. During 2012, approximately 2 million shares of common stock were purchased under the provisions of the 2007
ESPP at an average price of $33.70 per share. As of December 31, 2012, approximately 3 million shares of common stock were available for issuance
under the 2007 ESPP.

The fair valuc of stock-based compensation associated with the 2007 ESPP is estimated on the date of grant (i.c., the beginning of the offering
period) using the Black-Scholes Option Pricing Modecl.

The following table is a summary of the assumptions used to value the ESPP awards for cach of the respective periods:

2012 2011 2010
Dividend yield (1) 0.73% 0.69% 0.57%
Expected volatility(2) 22.88% 2042% 32.58%
Risk-free interest rate(3) ‘ 0.10% 0.15% 0.21%
Expected life (in vears)(4) 0.5 0.5 0.5
Weighted-average grant date fair value $ 922 § 721§ 7.31

(1) Thedividend yield is calculated based on semi-annual dividends paid and the fair market value of the Company's stock at the grant date.
(2) The expected volatility is based on the historical volatility of the Company s daily stock market prices over the previous six month period.

(3) The risk-free interest rate is based on the Treasury constant maturity interest rate whose term is consistent with the expected term of ESPP
options (i.e., 6 months).

(4) The expected life is based on the semi-annual purchase period.

In May 2010, the Company’s Board of Dircctors adopted and the sharcholders approved the 2010 Incentive Compensation Plan (the *2010 ICP™),
which superscded the 1997 Incentive Compensation Plan (the 1997 ICP”). The terms of the 2010 ICP provide for grants of annual incentive and
long-term performance awards to executive officers and other officers and employecs of the Company or any subsidiary of the Company. Payment
of such annual incentive and long-term performance awards will be in cash, stock. other awards or other property, at the discrction of the
Management Planning and Development Committee of the Company's Board of Directors. The 2010 [CP allows for a maximum of 74 million shares
to be rescrved and available for grants, plus the number of shares subject to awards under the Company’s 1997 ICP which become available due to
cancellation or forfeiture. Following approval and adoption of the 2010 ICP. no new grants can be made under the 1997 ICP. The 2010 ICP is the
only compensation plan under which the Company grants stock options, restricted stock and other stock-based awards to its employees, with the
cxception of the Company’s 2007 ESPP. In November 2012, the Company’s Board of Director’s approved an amendment to the 2010 ICP to
climinate the share recycling provision of the 2010 ICP. As of Deecember 31, 2012, there were approximately 48 million shares available for future
grants under the 2010 ICP.
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The Company's restricted awards are considered non-vested share awards and require no payment from the employee. Compensation cost is
recorded based on the market price on the grant date and is recognized on a straight-line basis over the requisite service period. The Company
granted 1,811.000, 1,121,000 and 1,095,000 restricted stock units with a weighted average fair value of $44.80, $34.84 and $35.25 in 2012, 2011 and
2010, respectively. As of December 31, 2012, there was $67 million of total unrecognized compensation cost related to the restricted stock units that
arc expected to vest. These costs are expected to be recognized over a weighted-average period of 2.06 years. The total fair value of restricted
shares vested during 2012, 2011 and 2010 was $81 million, $33 million and $44 million, respectively.

The following table is a summary of the restricted stock unit and restricted share award activity for the year ended December 31, 2012:

Weighted Average Grant

Units in thousands Units Date Fair Value

Nonvested at beginning of year 2,606 S 32.80
Granted 1,811 44.80
Vested (1,917) 43.10
Forfeited (150) 37.77
Nonvested at end of year 2350 % 33.32

All grants under the 2010 ICP arc awarded at fair market value on the date of grant. The fair value of stock options is estimated using the Black-
Scholes Option Pricing Model and stock-based compensation is recognized on a straight-line basis over the requisite service period. Options
granted prior to 2004 generally become exercisable over a four-year period from the grant date and expire ten years after the date of grant. Options
granted between 2004 and 2010 generally become exercisable over a three-year period from the grant date and expire seven years after the grant
date. Beginning in 2011, options granted generally become exercisable over a four-year period from the grant date and expire seven years after the
grant date.

Excess tax benefits of $28 million, $21 million and $28 million were included in financing activities in the accompanying consolidated statements of
cash flow during 2012, 2011 and 2010, respectively. Cash received from stock options exercised, which includes the 2007 ESPP, totaled $836 million,
$431 million and $285 million during 2012, 2011 and 2010, respectively. The total intrinsic value of options exercised was $321 million, $161 million
and $118 million in 2012, 2011 and 2010, respectively. The total fair value of options vested during 2012, 2011 and 2010 was $386 million, $452

million and $445 million, respectively.

The fair value of cach stock option is estimated using the Black-Scholes option pricing model based on the following assumptions at the time of
grant:

2012 2011 2010
Dividend yield (1) 1.44% i 143% - 1.00%
Expected volatility(2) ) 3249% 3262% 33.15%
Risk-free interest rate(3) . 0.84% 1:81% 1.85%
Expected life (in vears)(4) 4.7 4.7 ‘ 43
Weighted-average grant date fair value - .12 s 919 § 9.49

() Thedividend yicld is based on annual dividends paid and the fair market value of the Company s stock at the grant date.

(2) The expected volatility is estimated using the Company’s historical volatility over a period equal to the expected life of cach option grant after
adjustments for infrequent cvents such as stock splits.

(3) The risk-free interest rate is selected based on yiclds from U.S. Treasury zero-coupon issues with a remaining term cqual to the expected term
of the options being valued.

(4) The expected life represents the number of years the options are expected to be outstanding from grant date bascd on historical option holder
cxercise experienee.
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Asof December 31,2012, unrecogmized compensation cxpense related to unvested options totaled $161 million, which the Company expects to be
recognized over a weighted-average period of 2.18 years. After considering anticipated forfeitures, the Company expects approximately 21 million
of the unvested options to vest over the requisite service period.

The following table is a summary of the Company’s stock option activity for the year ended December 31,2012:

Weighted Average

Weighted Average Remaining Contractual Aggregate Intrinsic
Shares in thousands Shares Exercise Price Term Value
Outstanding at December 31, 2011 59,107 33.40 411 § 439,671,000
Granted 8,759 § 45.02 — —

Exereised (24,978) S 32.29 — _



Forfeited (151§ 35.80 — —
Expired (448) S 25.29 — —_
Outstanding at December 31,2012 40929 S 36.57 434 S 482.249.000
Exercisable at December 31, 2012 18,875 $ 34.23 299 S 266,505,000
12 Income Taxes
The income tax provision for continuing operations consisted of the following for the respective years:
In millions 2012 2011 2010
Current:
Federal S 2226 S 1807 § 1.884
State 410 338 344
2,636 2.145 2,228
Deferred:
Federal (177 101 (44)
State (18) 12 (5)
(195 . 113 (49)
Total S 2441 S 2258 S 2,179

The following table is a reconciliation of the statutory income tax rate to the Company’s effective income tax rate for continuing operations for the

rcspccti\'c ycars:

2012 2011 2010
Statutory income tax ratc 35.0% 35.0% 35.0%
State income taxes, net of federal tax benefit 39 39 4.1
Other (0.3) 0.4 (0.2)
Effective income tax rate 38.6% 39.3% 38.9%
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The following table is a summary of the significant components of the Company’s deferred tax asscts and liabilities as of December 31:
In millions 2012 2011
Deferred tax assets:

Lecasc and rents S KRT N 325

Inventorics : 141 77

Employee bencfits ) 202 253

Allowance for doubtful accounts 137 112

Retirement benefits 115 114

Net operating losses 5 6

Other 400 315

Total deferred tax assets 1,336 1,202
Deferred tax liabilities:

Depreciation and amortization (4,457) (4.552)
Net deferred tax liabilitics $ (3.121) § (3.350)
Net deferred tax assets (liabilities) are presented on the consolidated balance sheets as follows as of December 31:

In millions 2012 2011
Deferred tax assets—current $ 663 § 503
Deferred tax liabilitiess—noncurrent (3.784) (3.853)
Net deferred tax liabilities $ (3.121) § (3,350}
The Company believes it is more likcly than not the deferred tax assets will be realized during future periods.

A rcconciliation of the beginning and ending amount of unrecognized tax benefits is as follows:

In millions 2012 2011 2010
Beginning balance $ 38§ 358 61

Additions bascd on tax positions related to the current year 15 3 1

Additions based on tax positions related to prior years 42 13 2

Reductions for tax positions of prior years ) — (10)

Expiration of statutes of limitation 12) G (16)



Settlements (1) (6) (3)
Ending balance $ 80 $ 38§ 35

The Company and its subsidiaries are subject to U.S. federal income tax as well as income tax of numerous state and local jurisdictions.
Substantially all material income tax matters have been concluded for fiscal years through 2007. The Company and its subsidiarics anticipate that a
number of income tax examinations will conclude and statutes of limitation for open years will expire over the next twelve months, which may cause
a utilization or reduction of the Company’s reserve for uncertain tax positions of up to approximately $6 miilion.

The IRS is currently examining the Company’s 2011 and 2012 consolidated U.S. income tax years pursuant to the Compliance Assurance Process
("CAP™) program. The CAP program is a voluntary program under which taxpayers scck to resolve all or most issues with the IRS prior to or soon
after the filing of their U.S. income tax returns, in licu of being audited in the traditional manner. The Company and its subsidiaries arc also
currently under income tax cxaminations by a number of state and local tax authorities. As of December 31, 2012, no examination has resulted in
any proposed adjustments that would result in a material change to the Company’s results of operations, financial condition or liquidity.
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The Company recognizes interest accrucd related to unrecognized tax benefits and penalties in income tax expense. During the years ended
December 31, 2012, 2011 and 2010, the Company recognized interest of approximately $4 million, $2 million and $3 million, respectively. The
Company had approximately $10 million and $8 million accrued for interest and penalties as of December 31, 2012 and 2011. respectively.

There are no material reserves established at December 31, 2012 for income tax positions for which the ultimate deductibility is highly certain but
for which there is uncertainty about the timing of such deductibility. If present. such items would impact deferred tax accounting, not the annual
cffective income tax rate, and would accelerate the payment of cash to the taxing authority to an carlier period.

The total amount of unrecognized tax benefits that, if recognized, would affect the effective income tax rate is approximately $61 million, after
considcring the federal benefit of state income taxes.

13 Commitments and Contingencies
Lease Guarantees

Between 1991 and 1997, the Company sold or spun off a number of subsidiarics, including Bob’s Stores, Linens ‘n Things, Marshalls, Kay-Bee
Toys, Wilsons, This End Up and Footstar. In many cases, when a former subsidiary Icased a store, the Company provided a guarantee of the
store’s lease obligations. When the subsidiaries were disposed of, the Company’s guarantces remained in place, although cach initial purchaser
has indemnified the Company for any lease obligations the Company was required to satisfy. 1f any of the purchasers or any of the former
subsidiaries were to become insolvent and failed to make the required payments under a store lcase, the Company could be required to satisfy
these obligations.

As of December 31, 2012, the Company guarantecd approximately 74 such store leases (excluding the lease guarantees related to Linens *n Things,
which are discussed in Note 4), with the maximum remaining lease term extending through 2022. Management believes the ultimate disposition of
any of the remaining guarantces will not have a material adverse cffect on the Company's consolidated financial condition, results of operations or
futurc cash flows.

Legal Matters

The Company is a party to legal proceedings, investigations and claims in the ordinary course of its business, including the matters described
below. The Company records accruals for outstanding legal matters when it belicves it is probable that a loss will be incurred and the amount can
be reasonably estimated. The Company evaluates, on a quarterly basis, developments in legal matters that could affect the amount of any accrual
and developments that would make a loss contingency both probable and rcasonably estimable. If a loss contingeney is not both probable and
estimable, the Company does not cstablish an acerued liability. Nonc of the Company’s accruals for outstanding legal matters are material
individually or in the aggregate to the Company’s financial position.

Our contingencies arc subject to significant uncertainties, including, among other factors: (i) the procedural status of pending matters; (ii) whether
class action status is sought and certified; (i1i) whether asserted claims or allegations will survive dispositive motion practice; (iv) the extent of
potential damages. fines or penaltics, which are often unspecified or indeterminate; (v) the impact of discovery on the legal process; (vi) whether
novel or unscttled legal theories arc at issue; (vii) the scttlement posturc of the parties, and/or (viii) in the casc of certain government agency
investigations, whether a sealed gui tam lawsuit (“whisticblower™ action) has been filed and whether the government agency makes a decision to
intervenc in the lawsuit following investigation.

Except as otherwisc noted, the Company cannot predict with certainty the timing or outcome of the legal matters described below, and is unable to
rcasonably estimate a possible loss or range of possible loss in cxcess of amounts alrcady accrued for these matters.
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Caremark (the term “Caremark™ being used herein to generally refer to any one or more pharmacy benefit management subsidiaries of the Company,
as applicable) is a defendant in a qui ram lawsuit initially filed by a relator on behalf of various state and federal government agencies in Texas
federal court in 1999. The case was unsealed in May 2005. The case secks monetary damages and alleges that Caremark's processing of Medicaid
and certain other government claims on behalf of its clients (which allegedly resulted in underpayments from our clients to the applicable
government agencies) on onc of Caremark s adjudication platforms violates applicable federal or state false elaims acts and fraud statutes. The
United States and the States of Texas, Tennessee, Florida. Arkansas, Louisiana and California intervened in the lawsuit, but Tennessee and Florida
withdrew from the lawsuit in August 2006 and May 2007, respectively. Thereafter, in 2008, the Company prevailed on several motions for partial
summary judgment and, following an appellate ruling from the Fifth Circuit Court of Appeals in 2011 which affirmed in part and reversed in part
these prior rulings, the claims asserted in the case against Caremark have been substantially narrowed. In December 2007, the Company received a
document subpocna from the Office of Inspector General ("OIG”) within the U.S. Department of Health and Human Serviees ("HHS™), requesting
information rclating to the processing of Medicaid and other government agency claims on a different adjudication platform of Caremark. The
Company has been providing documents and other information in response to this request for information. The Company has been conducting
discussions with the United States Department of Justice ("DOJ") and the OIG regarding a possible settlement of thesc legal matters.

In April 2009, the State of Texas filed a purported civil enforcement action against Caremark for injunctive relief, damages and civil penalties in
Travis County, Texas alleging that Caremark violated the Texas Medicaid Fraud Prevention Act and other state laws based on its processing of
Texas Medicaid claims on behalf of PBM clients on one of Caremark’s adjudication platforms. In September 2011, thc Company prevailed on a
motion for partial summary judgment against the State of Texas and narrowed the remaining claims in the lawsuit. In October 2009 and

October 2010, the Company received civil investigative demands from the Office of the Attorney General of the State of Texas requesting,
respectively. information produced under the OIG subpoena described above and other information related to the processing of Medicaid claims.
These civil investigative demands state that the Office of the Attorney Genceral of the State of Texas is investigating allegations currently pending
under seal relating to two other adjudication platforms of Caremark. In January 2012, the partics filed joint motion with the Texas federal and state
courts requesting that the lawsuits with the State of Texas be abated so that the parties can focus on completing settlement documentation
rclating to Caremark’s processing of Texas Medicaid claims.

Caremark was named in a putative class action lawsuit filed in Octobcer 2003 in Alabama state court by John Lauriello, purportcdly on behalf of
participants in the 1999 settlement of various securities class action and derivative lawsuits against Caremark and others. Other defendants include
insurance companies that provided coverage to Caremark with respect to the settled lawsuits. The Lauricllo lawsuit secks approximately $3.2 billion
in compensatory damages plus other non-specified damages based on allegations that the amount of insurance coverage available for the settled
lawsuits was misrepresented and suppressed. A similar lawsuit was filed in November 2003 by Frank McArthur, also in Alabama state court,
naming as defendants Caremark, several insurance companies, attorneys and law firms involved in the 1999 settlement. This lawsuit was stayed as
a later-filed class action, but McArthur was subscquently allowed to intervene in the Laurielio action. Following the close of class discovery. the
trial court entered an Order on August 15, 2012 that granted the plaintiffs’ motion to certify a class pursuant to Alabama Rule of civil Procedures 23
(b)(3) but denicd their request that the class also be certified pursuant to Rule 23(b)(1). In addition, the August 15,2012 Order appointed class
representatives and class counsel. The defendants have filed a notice of appeal with the Alabama Supreme Court and the plaintiffs have filed a
notice of cross-appeal. The proceedings in the trial court are stayed by statute pending a decision on the appeal and cross-appeal by the Alabama
Supreme Court.

Various lawsuits have been filed alleging that Caremark has violated applicable antitrust laws in establishing and maintaining retail pharmacy
networks for client health plans. In August 2003, Bellevue Drug Co., Robert Schreiber, Inc. d/b/a Burns Pharmacy and Rehn-Huerbinger Drug Co.
d/b/a Parkway Drugs #4, together with Pharmacy Freedom Fund and the National Community Pharmacists Association filed a putative class action
against Caremark in Pennsylvania federal court, seeking treble damages and injunctive relicf. This case was initially sent to arbitration based on the
contract terms between the pharmacics and Caremark. In October 2003, two independent pharmacies, North Jackson Pharmacy, Inc. and C&C, Inc.
d/b/a Big C Discount Drugs, Inc.. filed a putative class action complaint in Alabama federal court against Caremark and two PBM competitors,
secking treble damages and injunctive relief. The North Jackson Pharmacy case against two of the Caremark entities named as defendants was
transferred to Illinois federal court, and the case against a separate Caremark entity was sent to arbitration based on contract terms between the
pharmacies and Caremark. The Bellevue arbitration was then stayed by the parties pending developments in the North Jackson Pharmacy court
case.
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In August 2006, the Believue case and the North Jackson Pharmacy case were both transferred to Pennsylvania federal court by the Judicial Panel
on Multidistrict Litigation for coordinated and consolidated proceedings with other cases before the panel, including cases against other

PBMs. Caremark appealed the decision which vacated an order compelling arbitration and staying the proceedings in the Bellevue casc and.,
following the appeal. the Court of Appeals reinstated the order compelling arbitration of the Bellevue case. Following remand, plaintiffs in the
Bellevue case sought dismissal of their complaint to permit an immediate appeal of the reinstated order compelling arbitration and pursued an
appeal to the Circuit Court of Appeals. In November 2012, the Circuit Court reversed the district court ruling and directed the parties to proceed in
federal court. Motions for class certification in the coordinated cases within the multidistrict litigation, including the North Jackson Pharmacy case,
remain pending. The consolidated action is now known as the In Re Pharmacy Benefit Managers Antitrust Litigation.

In November 2009. a securitics class action lawsuit was filed in the United States District Court for the District of Rhode Island purportedly on
behalf of purchascrs of the Company's stock between May 3, 2009 and November 4, 2009. The lawsuit names the Company and certain officers as
defendants and includes allegations of securities fraud relating to public disclosures made by the Company concerning the PBM business and
allegations of insider trading. In addition, a sharcholder derivative lawsuit was filed in December 2009 in the same court against the dircctors and



certain officers of the Company. A derivative lawsuit is a lawsuit filed by a sharcholder purporting to assert claims on behalf of a corporation
against directors and officers of the corporation. This lawsuit, which was stayed pending developments in the related securities class action,
includes allegations of. among other things, securities fraud. insider trading and breach of fiduciary duties and further alleges that the Company
was damaged by the purchase of stock at allegedly inflated prices under its share repurchase program. [n January 201 i, both lawsuits were
transferred to the United States District Court for the District of New Hampshire. [n June 2012, the court granted the Company’s motion to dismiss
the securities class action. The plaintiffs subsequently filed a notice of appeal of the Court’s ruling on the motion to dismiss. and the appeal is
pending. The derivative lawsuit will remain stayed pending the outcome of the appeal of the sccuritics class action.

In March 2010, the Company learncd that various State Attorneys General offices and certain other government agencies werc conducting a multi-
state investigation of certain of the Company’s business practices similar to those being investigated at that time by the U.S. Federal Trade
Commission (“FTC™). Twenty-cight states, the District of Columbia and the County of Los Angeles are known to be participating in this
investigation. The prior FTC investigation, which commenced in August 2009, was officially concluded in May 2012 when the consent order
cntered into between the FTC and the Company became final. The Company continucs to cooperate in the multi-state investigation.

In March 2010, the Company rcccived a subpoena from the O1G requesting information about programs under which the Company has offered
customers remuneration conditioned upon the transfer of prescriptions for drugs or medications to our pharmacics in the form of gift cards. cash,
non-prescription merchandise or discounts or coupons for non-prescription merchandise. The subpocna relates to an investigation of possible
false or otherwisc improper claims for payment under the Medicare and Medicaid programs. The Company has been providing documents and
other information in response to this request for information.

The Company received a subpoena from the U.S. Sccurities and Exchange Commission ("SEC”) in February 2011 and has subsequently received
additional subpocnas and other requests for information. The SEC’s requests relate to, among other things, public disclosures made by the

Company during 2009, transactions in the Company’s sccurities by certain officers and employees of the Company during 2009 and the purchase
accounting for the Longs Drug Stores acquisition. The Company has been providing documents and other information as requested by the SEC.

In January 2012, the United States District Court for the Eastern District of Pennsylvania unscaled a first amended gui tam complaint filed in
August 2011 by an individual relator, who is described in the complaint as having once been employed by a firm providing pharmacy prescription
benefit audit and recovery services. The complaint seeks monetary damages and alieges that Caremark’s processing of Medicare claims on behalf
of onc of its clicnts violated the federal falsc claims act. The United States, acting through the U.S. Attorney’s Office in Philadelphia.
Pennsylvania, declined to intervene in the Jawsuit. Caremark filed a motion to dismiss the amended complaint and the DOJ filed a Statement of
Interest with regard to Caremark's motion to dismiss. In December 2012, the court denied Caremark’'s motion to dismiss the amendcd complaint.

In January 2012, the Company received a subpoena from OIG requesting information about its Health Savings Pass program, a prescription drug
discount program for uninsured or under insured individuals, in connection with an investigation of possiblc falsc or otherwisc improper claims for
payment involving HHS programs. In February 2012, the Company also reccived a civil investigative demand from the Office of the Attorney
Gencral of the State of Texas requesting a copy of information produced under this OIG subpocna and other information related to prescription
drug claims submitted by our pharmacies to Texas Medicaid for reimbursement. The Company has been providing documents and other
information in response to this request for information.
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A purported sharcholder derivative action was filed on behalf of nominal defendant CVS Caremark Corporation against certain of the Company 's
officers and members of its Board of Dircctors. The action was originally filed in June 2012 and, after the court granted leave to amend the original
fling, an amended complaint was filed in November 2012. The amended complaint alleges a single claim for breach of fiduciary duty relating to the
Company's alleged failure to properly implement internal regulatory controls to comply with the Controlled Substances Act and the Combat

Methamphetamine Epidemic Act.

In November 2012, the Company reccived a subpoena from the O1G requesting information concerning automatic refill programs used by
pharmacies to refill prescriptions for customers. The Company is eooperating and will be providing documents and other information in response
to this request for information.

Effective January 15, 2013, CMS imposed intermediate sanctions on the Company’s SilverScript Medicare Part D PDP, consisting of immediate
suspension of further plan enrollment and marketing activities. The sanctions relate to the Company’s compliance with certain Medicare Part D
requirements and do not affect the enrollment status of the Company’s current PDP cnrollees. CMS has granted a limited waiver of these sanctions
to allow the Company’s PDP to continue to enroll cligible retirees of existing employer clients into its SilverSeript plans and into employer group
waiver plans to fulfill the Company’s commitments to implement and provide employer group waiver plan services. This limited waiver currently
cxtends through April 30, 2013, and CMS has advised the Company that it will consider further extensions of the waiver on a rolling basis. At the
beginning of the 2013 Medicare Part D plan year, the Company implemented an enrollment systems conversion process and other actions to
consolidate its PDP plans. These consolidation efforts have impacted the enrollment and coverage determination services the Company provides
to PDP enrollees. The Company is cooperating with CMS to address the service issues resulting from the Company’s plan consolidation efforts
and to develop and implement a corrective action plan to resolve and remove the sanctions. The Company cannot predict how long the sanctions
will remain in effect or the scope of corrective action or other remedial actions that CMS may require in order for the sanctions to be removed.

The Company is also a party to other legal proceedings and inquiries arising in the normal coursc of its business, nonc of which is expected to be
material to the Company. The Company can give no assurance, however, that its business, financial condition and results of operations will not be
matecrially adversely affected, or that the Company will not be required to materially change its business practices, based on: (i) future enactment of



new health care or other laws or regulations; (ii) the interpretation or application of existing laws or regulations as they may relate to our business,
the pharmacy services, retail pharmacy or retail clinic industries or to the health care industry generally; (iii) pending or future federal or state
governmental investigations of our business or the pharmacy services, retail pharmacy or retail clinic industry or of the health care industry
generally: (iv) institution of government enforcement actions against us; (v) adverse developments in any pending qui tam lawsuit against us,
whether sealed or unsealed, or in any future qui tam lawsuit that may be filed against us; or (vi) adverse developments in other pending or future
legal proceedings against us or affecting the pharmacy services, retail pharmacy or retail clinic industry or the health care industry generally.

14 Segment Reporting
The Company currently has three reportable segments: Pharmacy Serviees. Retail Pharmacy and Corporate.

The Company cvaluates its Pharmacy Services and Retail Pharmacy segment performance based on net revenue, gross profit and operating profit
before the effect of certain intersegment activities and charges. The Company evaluates the performance of its Corporate Segment based on
operating expenses before the effect of discontinued operations and certain intersegment activities and charges. Sec Note | for a description of the
Pharmacy Services. Retail Pharmacy and Corporate segments and related significant accounting policies.

51

Notes to Consolidated Financial Statements (continued)

The following table is a reconciliation of the Company s business segments to the consolidated financial statements:

Pharmacy Services Retail Pharmacy Corporate Intersegment Consolidated
In millions Scegment(1)(2) Sepment(2) Segment Eliminations(2) Totals
2012:
Net revenues S 73444 S 63,654 S — S (13.965) § 123,133
Gross profit ! 3,808 19,109 — 411) 22,506
Operating profit 2,679 5,654 694) “11) 7228
Depreciation and amortization 517 1,153 83 — 1,753
Total asscts 36,057 29,183 1,408 (736) 65,912
Goodwill 19,646 6,749 - = 26,395
Additions to property and equipment 422 1,555 53 — 2,030
2011:
Net revenues S 58,874 S 59,599 S — S (11,373) S 107,100
Gross profit 3,279 17,468 — (186) 20,561
Operating profit 2,220 4912 616) (186) 6,330
Depreciation and amortization 433 1,060 75 — 1,568
Total assets 35,704 28,323 1121 (605) 64,543
Goodwill 19,657 6,801 —_ — 26,458
Additions to property and equipment 461 1.353 58 — 1,872
2010: . .
Net revenues S 47,145 S 57345 S — S 8,712) S 95,778
Gross profit 3,315 17,039 — (135) 20,219
Opcrating profit 2,361 4,537 (626) (13%5) 6,137
Depreciation and amortization 390 1,016 63 — 1,469
Total asscts 32,254 28,927 1,439 (451) 62,169
Goodwill 18,868 6,801 — — 25,669
Additions to property and equipment 234 1,708 63 — 2,005

(1) Net revenues of the Pharmacy Services Segment include approximately $8.4 billion, $7.9 billion and $6.6 biltion of Retail co-payments for the
years ended December 31,2012, 2011 and 2010, respectively.

(2) Intersegment climinations relate to two types of transactions: (i) Intersegment revenucs that occur when Pharmacy Services Segment clients
use¢ Retail Pharmacy Segment stores to purchase covered products. When this occurs, both the Pharmacy Services and Retail Pharmacy
Segments record the revenue on a standalone basis and (ii) Intersegment revenues, gross profit and operating profit that occur when
Pharmacy Services Segment clients, through the Company’s intersegment activities (such as the Maintenance Choice program), elect to pick
up their maintenance prescriptions at Retail Pharmacy Segment stores instead of receiving them through the mail. When this occurs, both the
Pharmacy Services and Retail Pharmacy segments record the revenue, gross profit and operating profit on a standalone basis. Beginning in
the fourth quarter of 2011, the Maintenance Choice climinations reflect all discounts available for the purchase of mail order prescription
drugs. The following amounts are eliminated in consolidation in connection with the item (ii) intersegment activity: net revenues of $3.4 billion,
$2.6 billion and $1.8 billion for the years ended December 31, 2012, 2011 and 2010, respectively: gross profit and operating profit of $411
million, $186 million and $135 million for the years ended December 31, 2012, 2011 and 2010, respectively.
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15 Earnings Per Common Share

The following is a reconciliation of basic and diluted carnings per common share for the respective years:

In millions, except per share amounts 2012 2011 2010
Numerator for earnings per common share calculation:

Income from continuing opcrations S 3882 S 3488 S 3.422

Net loss attributable to noncontrolling interest ] 2 4 3

Income from continuing operations attributable to CVS Carcmark, basic 3.884 3,492 3,425

Income (loss) from discontinued operations, net of tax (7) (&1)] 2

Net income attributable to CVS Caremark, basic and diluted S 3877 S 3461 S 3427

Denominator for earnings per common share calculation:

Wcighted average common shares, basic 1,271 1,338 1,367
Stock options 8 8 8
Restricted stock units | | 2

Weighted average common shares, diluted 1,280 1,347 1377

Basic earnings per common share:

Income from continuing operations attributable to CVS Caremark $ 306 $ 261§ 2.51

Loss from discontinued opcrations attributable to CVS Caremark (0.01) (0.02) —

Net income attributable to CVS Caremark S 305 S 259 § 2.51

Diluted carnings per common share: .

Income from continuing operations attributable to CVS Caremark $ 303 8 259 S 2.49

Loss from discontinued operations attributable to CVS Carcmark (0.01) (0.02) —

Net income attributable to CVS Caremark S 303 S 257 8§ 2.49
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16  Quarterly Financial Information (Unaudited)
In millions, except per share amounts First Quarter Sccond Quarter Third Quarter Fourth Quarter Year
2012: .

Net revenues N 30,798 S 30,714 S 30,227 S 31394 § 123,133

Gross profit ' 5,113 5,449 5,647 6,297 22,506

Operating profit 1,404 1,708 1,814 2,302 7228

Income from continuing operations N 776 966 1,011 1,129 3,882

Loss from discontinued operations, net of tax n n (5) — )]

Net income o 775 965 1,006 1,129 3,875

Nect loss attributable to noncontrolling intcrest 1 1 — — 2

Net income attributable to'CVS Caremark 8 776§ 966 S 1,006 § 1,129 S 3,877

Basic carnings per common share:
Income from continuing opcrations .
attributable to CVS Caremark g 0.60 $ 076 $ 080 S 091 S 3.06
Loss from discontinucd operations attributable
to CVS Caremark
Net income attributable to CVS Caremark
Diluted Earnings per common share:
Income from continuing operations ,
attributablc to CVS Caremark $ 059 S 075 § 079 § 090 § 3.03
Loss from discontinued operations attributable

— s —
076 S 0.80

— s (0.01)
091 S 3.05

0.60

to CVS Caremark S — 3 — S — S — 8 (0.01)
Net income attributable to CVS Caremark $ 059 § 075 § 079§ 090 § 3.03
Dividends per common share S 0.1625 $ 0.1625  $ 0.1625  § 0.1625 $ 0.6500
Stock price: (New York Stock Exchange)
High S 4588 S 4693 S 48.69 S 4980 S 49.80
Low , 5 4101 $ 43.08 S 4365 S 4433 S 41.01
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In _millions, except per share amounts First Quarter Second Quarter Third Quarter Fourth Quarter Year

2011:
Net revenucs S 25695 S 26414 S 26,674 S 28317 S 107,100



Gross profit 4,742 5,086 5,178 5,555 20,561
Operating profit 1,305 1,484 1,584 1,957 6.330
Income from continuing operations 709 813 867 1,099 3,488
Income (loss) from discontinued operations, net
of tax 3 2 — 36) 3D
Net income 712 815 867 1,063 3,457
Net loss attributablc to noncontrolling interest 1 | 1 ! 4
Net income attributable to CVS Caremark 713§ 816 S 868 S 1,064 S 3,461
Basic carnings per common share:
Income from continuing operations attributable
to CVS Caremark 052 S 060 S 065 S 084 § 2.61
Income (loss) from discontinued opcrations
attributable to CVS Caremark — S — S — (0.03) S (0.02)
Net income attributable to CVS Caremark 052 % 060 $ 0.65 082 § 2.59
Diluted Earnings per common share:
Income from continuing operations attributable .
to CVS Caremark 052 8 060 S 065 S 084 § 2.59
Income (loss) from discontinued operations
attributable to CVS Caremark — S — 5 — S (0.03) § 0.02)
Net income attributable to CVS Caremark 052 § 0.60 S 065 S 081 S 2.57
Dividends per common share 0.125 § 0125 § 0.125 S 0.125  § 0.500
Stock price: (New York Stock Exchange)
High 3595 § 3950 S 3882 S 4135 § 41.35
Low 3208 % 3421 S 3130 $ 3228 S 31.30
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In millions, except per share amounts 2012(1) (5) 2011(1) 2010(1) 2009(1) 2008(1)
Statement of operations data: t )
Net revenues S 123,133 § 107,100 95,778 S 98215 § 87,005
Gross profit 22,506 20,561 20,219 20,358 18,272
Opcrating cxpenscs 15,278 14,231 14.082 13.933 12,237
Operating profit 7,228 6,330 6,137 6,425 6,035
Interest expense, net 557 584 536 525 509
Loss on early extinguishment of debt 348 — — — —
Income tax provision(2) 2,441 2,258 2,179 2.200 2,189
Income from continuing operations 3,882 ¢ 3,488 3,422 3,700 3,337
Income (loss) from discontinued operations, nct of tax
bencfit(3) ) (31 2 4) (125)
Net income 3,875 3,457 3,424 3,696 3,212
Net loss attributablc to noncontrolling interest(4) 2 4 3 — —
Preference dividends, net of income tax benefit — — — — (14)
Net income attributable to CVS Caremark S 3877 S 3.461 3427 S 3.696 S 3.198
Per common share data: :
Basic carnings per common share:
Income from continuing operations attributable to ‘
CVS Caremark $ 306 S 2:61 251§ 258 % 232
Loss from discontinucd operations attributable to
CVS Carcmark (0.01) (0.02) — — (0.09)
Net income attributable to CVS Caremark S ) 305 S 2.59 251§ 258 § 2.23
Diluted carnings per common share:
Income from continuing operations attributable to
CVS Carcmark S 303§ 2.59 249 8§ 255 % 227
Loss from discontinucd operations attributable to
CVS Carcmark (0.01) (0.02) — — (0.09)
Net income attributable to-CVS Caremark S 303 S 257 249 § 255 % 2.18
Cash dividends per common share S 0.65000 S 0.50000 035000 S 0.30500 S 0.25800
Balance sheet and other data:
Total assets $ 65912 § 64,543 62,169 S 61,641 S 60,960
Long-term debt S 9,133 § 9,208 8,652 § 8756 § 8,057
Total sharcholders’ equity $ 37,704  § 38.051 37,700 $ 35768 § 34,574
Number of stores (at end of year) 7,508 7,388 7,248 7,095 6,997

(1) On December 23, 2008. our Board of Dircctors approved a change in our fiscal year-cnd from the Saturday nearest December 31 of cach year to
Dccember 31 of cach year to better reflect our position in the health care, rather than the retail, industry. The fiscal year change was cffective



beginning with the fourth quarter of fiscal 2008. As you review our operating performance. please consider that 2012 includes 366 days, 2011,
2010 and 2009 include 365 days, and fiscal 2008 includes 368 days.

(2} Income tax provision includes the effect of the following: (1) in 2010, the recognition of $47 million of previously unrecognized tax benefits,
including interest, relating to the expiration of various statutes of limitation and settlements with tax authorities and (ii) in 2009, the recognition
of $167 million of previously unrecognized tax benefits. including interest. relating to the expiration of various statutes of limitation and
scttlements with tax authoritics.

(3) Asdiscussed in Note 4 to the consolidated financial statements, the results of the TheraCom business are presented as discontinued
opcrations and have been excluded from continuing operations for all periods presented.

In conncction with certain business dispositions completed between 1991 and 1997, the Company retained guarantees on store lease
obligations for a number of former subsidiaries, including Linens 'n Things which filed for bankruptcy in 2008. The Company’s income (loss)
from discontinued operations includes lease-related costs which the Company believes it will likely be required to satisfy pursuant to its
Linens 'n Things lease guarantees.
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Below is a summary of the results of discontinued operations:
Fiscal Year

In_millions 2012 2011 2010 2009 2008
income from operations of TheraCom $ — S 18§ 28 S 13§ 11
Gain on disposal of TheraCom — 53 — — —
Loss on disposal of Linens ‘n Things 12) ™ (24) (19) (214)
Income tax benefit (provision) 5 (93) (2) 2 78
Income (loss) from discontinued operations, net of tax S (7) § 31) $ 2 8 4) S (125)

(4) Represents the minority sharcholders® portion of the net loss from our majority owned subsidiary, Generation Health, Inc., acquired in the
fourth quarter of 2009. In June 2012, the Company acquired the remaining 40% interest in Generation Health, Inc. from minority sharcholders
and employee option holders for $26 million and $5 million, respectively, for a total of $31 million.

(5) Effective January 1, 2012, the Company changed its methods of accounting for prescription drug inventories in the Retail Pharmacy Segment.
Additional details of the accounting change are discussed in Note 2 to the consolidated financial statements.
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Report of Independent Registered Public Accounting Firm
The Board of Dircctors and Sharcholders of CVS Caremark Corporation

We have audited the accompanying consolidated balance sheets of CVS Caremark Corporation as of December 31,2012 and 2011, and the related
consolidated statements of income, comprehensive income, sharcholders’ equity, and cash flows for cach of the three years in the period ended
December 31, 2012, These financial statements are the responsibility of the Company’s management. Our responsibility is to express an opinion on
these financial statements basced on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are frec of material misstatement.
An audit includes cxamining, on a test basis, cvidence supporting the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management. as well as evaluating the overall financial statement
presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the consolidated financial position of CVS Caremark
Corporation at December 31, 2012 and 201 1. and the consolidated results of its operations and its cash flows for each of the three years in the
period ended December 31, 2012, in conformity with U.S. generally accepted accounting principles.

As discussed in Note 2 to the consolidated financial statements, the Company has elected changes in its methods of accounting for prescription
drug inventories in the Retail Pharmacy Segment effective January 1, 2012.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States), CVS Caremark
Corporation’s internal control over financial reporting as of December 31, 2012, based on criteria established in Internal Control-Integrated
Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission and our report dated February 15, 2013 expressed
an unqualified opinion thercon.

/s/ Ernst & Young LLP
Boston, Massachusectts
February 15,2013






SUBSIDIARIES OF THE REGISTRANT

As of Deeember 31, 2012, CVS Caremark Corporation had the following significant subsidiaries:

Caremark, L.L.C. (a California limited liability company)

CaremarkPCS Health, L.L.C. (a Delaware limited liability company)
Caremark PhC, L.L.C. (a Delaware limited liability company)

Caremark Rx, L.L.C. (a Delaware limited liability company)(2)

CVS Albany. L.L.C. (a New York limitcd liability company)

CVS Caremark Part D Services, L.L.C. (a Delaware limited liability company)
CVS Pharmacy, Inc. (a Rhode Island corporation)(1)

Garfield Beach CVS, L.L.C. (a California limited liability company)

Holiday CVS, L.L.C. (a Florida limited liability company)

Longs Drug Stores California, L.L.C. (a California limited liability company)
MemberHealth LLC (a Delaware limited liability company)

Pennsylvania CVS Pharmacy, L.L.C. (a Pennsylvania limited liability company)
RxAmerica, LLC (a Delaware limited liability company)

SilverScript Insurance Company (a Tennessee corporation)

Exhibit 21

(1) CVS Pharmacy, Inc. is the immediate or indirect parent of approximately 45 entities that operate drugstores, all of which drugstores are in the

United States and its territories.

(2)  Caremark Rx. L.L.C., the parent of the Registrant's pharmacy serviees subsidiaries, is the immediate or indirect parent of several mail order,

specialty mail and retail specialty pharmacy subsidiaries, all of which operate in the United States and its territories.




Exhibit 23
Consent of Independent Registered Public Accounting Firm
We consent to the incorporation by reference in the following Registration Statements:
(1)  Registration Statement (Form S-3 No. 333-165672) of CVS Caremark Corporation, and
(2)  Registration Statements (Form S-8 Nos. 333-49407, 333-34927, 333-28043, 333-91253. 333-63664, 333-139470, 333- 141481 and 333-167746) of
CVS Caremark Corporation:

of our reports dated February 15, 2013, with respect to the consolidated financial statements of CVS Caremark Corporation and the effectiveness of
internal control over financial reporting of CVS Caremark Corporation, incorporated by reference in this Annual Report (Form 10-K) for the year
ended December 31, 2012, and to the reference to our firm under the heading “*Selected Financial Data”, included therein.

/s/ Ernst & Young LLP

Boston, Massachusectts
Fcbruary 15,2013




Exhibit 31.1
Certification Pursuant to Scction 302 of the Sarbanes-Oxley Act of 2002
I. Larry J. Merlo. President and Chief Exccutive Officer of CVS Caremark Corporation, certify that:

I have reviewed this annual report on Form 10-K of CVS Caremark Corporation;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to
make the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period
covered by this report;

3. Bascd on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects
the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report:

4, The registrant’s other certifying officer and 1 are responsible for establishing and maintaining disclosurc controls and procedures (as defined
in Exchange Act Rules 13a-15(¢) and 15d-15(¢)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and
15d-15(H) for the registrant and have:

(a)  Designed such disclosure controls and procedures or caused such disclosure controls and procedures to be designed under our
supervision, to cnsure that material information relating to the registrant, including its consolidated subsidiaries. is made known to us
by others within those entities, particularly during the period in which this report is being prepared;

(b) Decsigned such internal control over financial reporting, or caused such internal control over financial reporting to be designed under
our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial
statements for external purposes in accordance with generally accepted accounting principles;

(c)  Evaluated the effectivencess of the registrant’s disclosure controls and procedures and presented in this report our conclusions about
the effectiveness of the disclosure controls and procedures. as of the end of the period covered by this report based on such
evaluation; and

(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s
most recent fiscal quarter that has materially affected, or is reasonably likely to materially affect, the registrant’s internal control over
financial reporting; and

5. Theregistrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting,
to the registrant’s auditors and the audit committee of the registrant’s board of directors:

(a)  Allsignificant deficiencics and material weaknesses in the design or operation of internal control over financial reporting which are
reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and

(b)  Any fraud. whether or not material. that involves management or other cmployees who have a significant rolc in the registrant’s
intcrnal control over financial reporting.

Date: February 15,2013 By: /S/ LARRY J. MERLO

Larry J. Merlo
President and
Chief Exccutive Officer




Exhibit 31.2
Certification Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002
1, David M. Denton, Executive Vice President and Chief Financial Officer of CVS Caremark Corporation. certify that:

I have reviewed this annual report on Form 10-K of CVS Caremark Corporation;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to statc a material fact necessary to
make the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period
covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report. fairly present in all material respects
the financial condition, results of operations and cash flows of the registrant as of, and for. the periods presented in this report:

4, The registrant’s other certifying officer and 1 are responsible for establishing and maintaining disclosure controls and procedures (as defined
in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and
15d-15(f)) for the registrant and have:

(a) Designed such disclosure controls and procedures or caused such disclosure controls and procedures to be designed undcer our
supervision, to ensure that material information relating to the registrant, including its consolidated subsidiarics, is made known to us
by others within those entities, particularly during the period in which this report is being prepared,

(b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under
our supcrvision, to provide rcasonable assurance regarding the reliability of financial reporting and the preparation of financial
statements for external purposes in accordance with generally accepted accounting principles;

(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about
the effectivencss of the disclosure controls and procedurcs, as of the end of the period covered by this report based on such
¢valuation; and

(d) Disclosced in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s
most recent fiscal quarter that has materially affected, or is reasonably likely to materially affect, the registrant’s internal control over
financial reporting; and

5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting,
to the rcgistrant’s auditors and the audit committee of the registrant’s board of directors:

(a)  Allsignificant deficiencies and material wcaknesses in the design or operation of internal control over financial reporting which are
rcasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial information: and

(b)  Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s
internal control over financial reporting.

Date: February 15,2013 By: /S/ DAVID M. DENTON

David M. Denton
Executive Vice President and Chief Financial Officer




Exhibit 32.1

CERTIFICATION PURSUANT TO 18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

The certification sct forth below is being submitted in connection with the Annual Report of CVS Caremark Corporation (the “Company™) on
Form 10-K for the period ended December 31, 2012 (the “Report™), for the purpose of complying with Rule 13(a)-14(b) or Rule 15d-14(b) of the
Securities Exchange Act of 1934 (the “Exchange Act™) and Section 1350 of Chapter 63 of Title 18 of the United States Code.

1, Larry J. Merlo, President and Chief Exccutive Officer of the Company. certify that, to the best of my knowledge:
(1) The Report fully complies with the requirements of Section 13(a) or 15(d) of the Exchange Aet; and

(2) The information contained in the Report fairly presents, in all material respects, the financial condition and result of operations of the
Company.

February 15,2013 /S/ LARRY J. MERLO
Larry J. Merlo
President and
Chief Executive Officer




Exhibit 32.2

CERTIFICATION PURSUANT TO 18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

The certification set forth below is being submitted in connection with the Annual Report of CVS Caremark Corporation (the “Company™) on
Form 10-K for the period ended December 31, 2012 (the “Report™), for the purpose of complying with Rulc 13(a)-14(b) or Rule 15d-14(b) of the
Securities Exchange Act of 1934 (the “Exchange Act™) and Scction 1350 of Chapter 63 of Title 18 of the United States Code.

I, David M. Denton, Exceutive Vice President and Chief Financial Officer of the Company, ccrtify that, to the best of my knowledge:

(1) The Report fully complies with the requirements of Section 13(a) or 15(d) of the Exchange Act; and

(2)  The information contained in the Report fairly presents, in all material respects, the financial condition and result of operations of the
Company.

February 15,2013 /S/ DAVID M. DENTON
David M. Denton
Executive Vice President and Chief Financial Officer




